Capital expenditure allocation is aimed to preservation and expansion of local government xed assets that provide long-term bene t. This paper investigates the factors that affect the capital expenditure allocation in Indonesian local government. Employing a panel pooled data-regression ( xed effect), our results reveal that local productivity, local funding, local budget requirement, and local establishment status are related to the value of capital expenditure. This research found that ef ciency of capital expenditure management is related ith scal dependence.
Introduction
The practice of local capital expenditure management in Indonesia is contradictioning the existing laws and regulation. The studies on local government budget execution in Indonesia shows that in average, local government only realized 95% from their main budget for capital expenditure, and the average amount of total revenue allocated for capital expenditure is still below 30% (DJPK, 2013) . The regulation of home affairs ministry number 37 of 2012 regulates that in order to increase regional productivity, capital expenditures should be allocated minimum 30% of their revenues. The regulation indicates that local government tends to not trying for optimizing the allocation of capital expenditure in order to increase the productivity of the area.
Based on the problems described above, this research aims to re-examine the factors that affect the value of capital expenditure allocation in the local government of Indonesia. The analysis is performed by tested three (3) aspects: local productivity, funding, and budget requirement. The aspects of regional productivity will be proxied with PAD. Meanwhile, the funding aspect will be proxied with the General Allocation Fund (Dana Alokasi Umum-DAU), Speci c Allocation Fund (Dana Alokasi Khusus-DAK), and the level of scal dependency. The aspects of the budgetary needs is proxied with the Territorial Coverage (Luas Wilayah-LW). This research use the perspective of local government characteristic differences in the form of local government types (Regency/Municipal), location (Java/non-Java), and the status of the areas establishment (main region/new autonomous) -with Tenure as control variables.
Conceptual Framework

Local
Government
Budget for Revenue and Expenditure (Anggaran Pendapatan dan Belanja Daerah-APBD)
APBD provides an overview about future nancial plan on total income, expenditure, surplus/de cit, funding, and the work program and activities that will be performed by local government (Mahmudi, 2016: 168) . The function of APBD is to be a tool used by local government to support the creation of public accountability. The concept of public accountability is associated with the increase of organizational performance, so that in the implementation of regional autonomy a performance oriented nancial management and regional budgetary system is needed (Mardiasmo, 2004: 38) .
The problems of budget arrangement in the local government in Indonesia is the con ict interest among the local government members. Widanaputra & Mimba (2014) state that the process of participative budgeting on the local government in Indonesia tends to cause a budgetary slack due to the con ict of interest among the government members. The concept of transparency is necessary to generate budget that re ects local needs better. The commitment of budget transparency will create a thorough evaluation by the central government on local governments, both in the budgeting process and reporting (Sedmihradská, 2015) .
Capital expenditure is a local government spending disclosed in APBD. The ideal practice of capital expenditure should follow the corridors regulated in the existing law and regulation in order to achieve an increase on local productivity. The increase in the local productivity can be achieved when local government does not depend on the transfer of revenue from the central government. (Gali ski, 2015) states that in Poland, the uctuations of local capital expenditure affects the uctuations of local debt. The study indicates that local debt has a positive correlation with local productivity. Local productivity is a key success of region in achieving a self-reliance, so there is a need for investment strategy in allocating capital expenditure into the local budget in Indonesia.
Capital Expenditure
Capital expenditure is a budgetary expenses for the acquisition of xed assets and other assets which give a bene t for more than one accounting period (PP. 71/2010). The allocation of capital expenditures is aimed for the acquisition of the land, buildings, equipments, and intangible assets. Regulation No.13 of 2006 on Local Financial Management regulates that capital expenditure is used for expenses incurred in order to procure tangible xed assets that have economic bene t for more than 1 (one) year to be used in government activities. The use of local government capital expenditure can be performed by expanding the development of productive xed assets (Tuna et al., 2015) .
The success of local government investment in order to realizing the capital expenditure requires an analysis on situation and condition of each region. The analysis process is expected to provide an accurate information for decisionmaking purposes. The accuracy of information is needed by the local politicians (people's representatives) and the local government in decision-making (Nogueira & Jorge, 2015) . Allocating capital expenditures based on an accurate information will geerate a more ef cient investment decision. One of the indicators of nancial management performance can be seen by the ef ciency of the local revenue use (Susanto & D uminah, 2015) . The ef ciency of the allocation of capital expenditure is represented by the comparison between total amount of investment Jurnal Ekonomi Pembangunan, 17 (2), December 2016, issued and the target of local revenue (Chapman & Gorina, 2012) .
A local government independence can be described by the value of the local debt and local government capital expenditure allocation. Burga et al. (1991) proved that local government independence can be seen from the interrelation between the local debt and the local capital expenditures. A small PAD will leads to low local government independence, so that the local governments will relies on the transfer of revenue from central government ( Bappenas & UNDP, 2007) .
Local-Generated Revenue -PAD
The independence of a region can be determined by the productivity of its local government. The concept of New Public Management (NPM) has pointed out that productivity and ef ciency is one of the indicators to assess local government performance (Johansson & Siverbo, 2009 ). The improvements in the management of local productive assets is a positive effort in in order to enhance the productivity of local resources ( Benos & Karagiannis, 2016) . Regulation of the Minister of home affairs number 59 of 2007 regulates that the aims of capital expenditure is to ful ll the needs of a region for development and preservation of local xed assets which have economic value for more than a year. The success of capital expenditure can be measured by the level of economic development of the region (Tuna et al. 2015) . The relationship between the capital expenditure and the economic growth of a region is showed by the preservation and development of local productive assets (Tuasikal, 2008) . The maintenance and development of the productive asset in the local area aim to increase localgenerated revenue (Pendapatan Asli Daerah-PAD) (Harianto & Adi, 2007) .
The increase in government revenue is one of the measurements of the economic growth in a country (Ro oiu, 2015) . In order to achieve an economic growth in the regions, local government needs to set a target of PAD in each scal year (Moldovan & Macarie, 2015) . The tax paid by people in the area has a correlation with tax revenues of local self-government (Sipos, 2015) . Data from the reports of budget realization of Regency/Municipal in Indonesia show that the majority of PAD is derived from taxes and levies. The income indicates that capital expenditure investment is affecting the local taxes and retributions. The income indicates that capital expenditure investment affects taxes and retributions. The larger the investment on capital expenditure in the local government means a larger contribution of retributions and taxes received by the local government.
The observation on the data of budget realization report of the Regency/Municipal in Indonesia shows that the contribution of PAD on total revenue is relatively small. The low PAD indicates low investment on capital expenditure, thus the income ow from retribution and taxes are not optimal. Local government has the right and obligation to manage local government business in their jurisdiction (Yunus et al., 2014) . The management of the business can be performed by increasing the value of capital expenditure in an effort to increase the PAD. Bin & Quan (2012) suggested that the improvement in the quality of investment management of local government expenditure can improve the quality and productivity service. Based on these explanations, researcher suspect that PAD has positive effect on the amount of capital expenditure allocation in the local government in Indonesia (H1).
Fiscal Decentralization
The economic growth of a region can be presented by the region's ability in obtaining capital in order to meet their needs (Ciccone & Papaioannou, 2009 ). The Republic of Indonesia law no. 33 of 2004 regulates that the central government's scal decentralization policy aims to ful ll local government budget needs. One of the purposes of central government expenditure for regional spending is to reach a long-term scal balance (Lewis & Oosterman, 2009 ). Baskaran Jurnal Ekonomi Pembangunan, 17 (2), December 2016, (2010) proves that central government's scal decentralization policy in a signi cant amount will reduce local government's debt. Both of the studies illustrate that scal decentralization is not only aim to ful ll local government budget needs but also intended to fund local government's debt payment.
Transfer of funds from the central government to the local governments is the fundament of local government funding in achieving the principle of nancial fairness in a country (Dash & Raja, 2013) . The data of local government nancial statement in Indonesia show that the revenue transfer that dominates the nancing of local budget is DAU and DAK. The policy on DAU aims to anticipate the gap of income among local governments and DAK aims to nance the special programs which become national priority (Wandira, 2013) . This study will examine whether the policy of scal decentralization affects the amount of capital expenditure allocated by local government.
The concept of scal decentralization in this study is presented by DAU, DAK, and local government scal dependency ratio. The exact explanation can be described as follows: a. General Allocation Fund -DAU DAU aims to evenly distributing the local government capabilities in order to fund their needs as a form of decentralization implemented by central government (Law No.33/2004) . Holtz-Eakin et al. (1994) explain that there is a strong relation between Central Government transfer and local government expenditure. The opinion indicates that capital expenditure is a part of APBD funded by DAU. DAU is referred as operational funds used for maintaining local government (Wilson et al., 2010) . Based on these considerations, researcher suspect that DAU is a source for local government funding that in uence the amount of capital expenditure allocation in the local governments in Indonesia (H2). b. Speci c Allocation Fund -DAK DAK is a manifestation of the scal decentralization policy in Indonesia which aimed to fund speci c activities of local government that are considered as national priorities (Law No. 33/2004) . DAK is often used to maintain local government assets in the form of physical buildings and special program speci ed by a country (Wilson et al., 2010) . Nuarisa (2013) states that there is a correlation between capital expenditure and national priority programs such as education programs, health, public services, and environment preservation. Empirically, Wandira (2013) proves that DAK has a signi cant effect on capital expenditure in all provinces of Indonesia. Based on these considerations, researcher suspect that DAK is a local government funding for special programs (national priority) that affects the amount of capital expenditure allocation in the local government in Indonesia (H3). c.
Fiscal Dependency The level of local independence can be showed by the effort of the local government obtaining the fund for their budget. The independence of local government in China and United States is showed by the relation between the increase of expenditure and the interest rate for local debt (Du, 2015) . The research indicates that the increase of local debt has an effect on the increase of local productivity. The observation on the local budgetary management in Indonesia shows a different tendency. The independence of local government in Indonesia can't be attained because of the revenue transfer from central government still dominates the local revenue ( Ihori & Itaya, 2004) .
Local revenue is the key factors in the success of local budgeting. The ambition of local government to reach the budget targets should be counterbalanced with the local revenue gain (Tuna et al., 2015) . The attainment of local government budget targets toward the revenue acquisition is determined by rational budget management (Velazquez et al., 2010) . Rationality in capital expenditure management can be represented with the reduction of income dependency level from the central government (Gemmell et al., 2013) .
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Fiscal dependency can makes local governments nd dif culties in developing their economic growth. Under this condition national issues faced by central government may affects local government budgeting process (Oprea & Bilan, 2015) . Local government scal dependency can be measured by calculating the ratio of scal dependency (KF). The parameter used in the calculation is a comparison of total income from transfer (IT) and total local government revenue (TR) (Mahmudi, 2016: 140) . The calculation of the scal dependency ratio can be performed using following equation:
The level of scal dependency is an indicator of local government capability in generating their revenue. The excessive scal dependency is associated with wasteful expenditure. Grazhevska & Virchenko (2014) prove that the factor which dominates the failure of scal decentralization policy in a country is the inef ciency in local government spending. The excessive scal dependency in local government in Indonesia is proved to reduce local government independence in generating their income (Siddiquee et al., 2012) . Based on these considerations, researcher suspect that the higher the level of local government nancial dependency, the higher the total fund allocated to capital expenditure, although the amount of funds allocated to capital expenditure does not guarantee the ef ciency in its usage (H4).
Territorial Coverage
The allocation of capital expenditure is based on local government needs for facilities and infrastructure, both for the smooth implementation of governmental duties and for public facilities. One of the variables that re ects the needs for the provision of facilities and infrastructure is LW (Law No.33/2004) . Regions with a relatively wide territory will need more facilities and infrastructures to ful l the requirements of proper public service. An area with wide rural areas will need to allocates more budget for developing facilities and infrastructures for public facilities (Escobal et al., 2015) .
LW is one of determining factors in the allocation of regional needs. Yeung (2009) explaines that the LW of local government is a factor that determines the amount of revenue transfer from central government. The study shows that the revenue transfers from central government to the local government is strongly in uenced by local government LW. Attolico (2014) proves that an extensive scope of territory needs more expansion and maintenance cost for local government xed assets. Based on these two studies, researcher suspect that local government coverage in Indonesia is indicated by territorial coverage, affects the amount of the capital expenditure allocated in APBD (H5).
Summary of Conceptual Framework
The summary of conceptual framework is shown in the following 
Research Method
The Population and Sampling
Technique
The population in this research is all local government of Regency/Municipal in Indonesia who published audited nancial statements in the year of [2009] [2010] [2011] [2012] [2013] . The data used in this research are secondary data in the form of local government pro le and nancial statement of local government in Regency/Municipal level. The sample is taken using purposive sampling method; a sampling method performed by selecting research data that provide information needed in analysis process and hypothesis testing (Ghozali, 2011). Samples were selected based on the validity of the data and information obtained at each regency / municipal in Indonesia. This means, this study took a sample that has valid data and information
The data are collected from the of cial website of General Directorate of Financial Balance (http://djpk.depkeu.go.id), Audit Board of The Republic of Indonesia (http://bpk.go.id/), Ministry of Internal Affairs (http://kemendagri. go.id/)/ (http://otda.kemendagri.go.id/), Central Bureau of Statistics (http://bps.go.id), and National Development and Planning Agency (http://bappenas.go.id).
The Data Analysis Method
The method used in analyzing the data is panel data regression analysis ( xed effect). Panel data regression worked out by merging cross-section and time series data, thus it can achieve a comprehensive testing from the over time variable (Widarjono, 2007 
Data Analysis and Discussion
The Description of Research Object
The objects of this research are the LW from the local government pro le, APBD from 2009-2013, and the audited local government nancial report of Regency/Municipal in 2009-2013. The result of sampling using purposive sampling method can be seen in Table 2 . below. 
b. Pooled Data Regression Analysis
The analysis model used in this study is pooled data regression -. This model is based on two (2) Source: Processed secondary data Tabel 4. shows that PAD, DAK, scal dependency (KF), territorial coverage (LW), and a status area (Tenure) have signi cant effect on the allocation of capital expenditure (BM). The discussion of analysis result can be outlined as follows: a) The analysis on regional productivity aspect shows that PAD has signi cant positive effect on capital expenditure. Thus, the acquisition of PAD is connected with the development of productive xed asset in the local governments in Indonesia. The researcher prove that capital expenditure investment provide a contribution towards the acquisition of PAD, even if its contribution is relatively low compared with the funds needed by local government cover their expenditure. The relatively small value of PAD shows that the management of capital expenditure still needs to be improved in Jurnal Ekonomi Pembangunan, 17 (2), December 2016, order to gain optimal PAD (Bappenas and UNDP, 2007) . One of the efforts that can be taken to increase PAD is increasing the innovation in the development of local government productive asset through capital expenditures. b) The analysis on local government funding aspect shows that DAU variable has no effect on capital expenditure variable, whereas DAK variable has positive signi cant effect on BM variable. The result obtained indicates that capital expenditure tends to be utilized for funding regional programs (national priorities). Meanwhile, scal dependency variable has negative signi cant effect on capital expenditure variable. The test results shows different result with the initial research hypothesis (H5). This contradiction shows that the manifestation of the ef ciency in managing local government capital expenditure is the increase of regional scal dependency ratio. c) The LW factor is a determinant in determining the need of capital expenditure. The result of the testing shows that territorial coverage variable has positive signi cant effect on capital expenditure variable. This result gives an idea that a local government with relatively wide LW allocates more funds for capital expenditure. d) The analysis of regional characteristic differences perspective can be shown in the test on this research control variable. The test result shows that Tenure variable has an in uence on the allocation of fund for local government capital expenditure.
Thus, there are differences of policy between the new autonomous region and main region in allocating capital expenditure. The observation performed on the value of capital expenditure in Regency/Municipal nancial report data shows that the value of capital expenditure allocation in the new autonomous region tend to be higher than the main region. However, the signi cance value of control variable TPD and LD are above the predetermined signi cance value (5%). The test result shows that the type of local government region (Regency/Municipal) and local government location (Java/outside java) have no effect towards regional capital expenditure. This research aims to analyze the factors that affects the determination of fund allocated to capital expenditure in local government. The analysis are performed by considering regional productivity aspect, regional funding aspect, and regional budget needs aspect. The result of analysis on productivity aspects shows the connection between PAD and local government capital expenditure. PAD is a measurement of local government productivity that is affected by the innovation of local government in developing productive assets. The improvement in innovation of local government productive asset development leads to the increase of fund allocated for capital expenditure.
An analysis on regional funding aspect shows the connection between DAK and regional scal dependency, and local government capital expenditure. The analysis result obtained from testing the scal dependency factor and funding factor (DAK) shows that the scal dependency of local government to fund their capital expenditure caused by the ef ciency in deciding the value of capital expenditure funded by DAK. The ef cient funding of capital expenditure results in the small return received by the local government.
The aspect of central government funding (transfer revenue) is the largest contributor in funding local government expenditure. However, we found no evidence on the in uence of DAU on the allocation of capital expenditure in Regency/ Municipal government in Indonesia. The test results obtained show that the DAU variable has no effect on capital expenditure variable. DAU tends to be used for local government activities besides infrastructure development, in the other word more for routine expenditure (DJPK, 2013) .
The analysis on the aspect of local government regional budget needs shows the connectedness between local government LW and the totalvalue of local government capital expenditure. One of the factors that determine local government needs of capital expenditure is the local government LW. However, the testing on control variable shows the difference between the value of capital expenditure allocation in a new autonomous region with the main region. The new autonomous area tends to need more capital expenditure than the main region.
In the end, conclusion can be drawn based on the result of analysis performed. This research concludes that several factors affect the determination of the value of local government capital expenditure allocation in Indonesia, the variables are: the level of local government productivity indicates by PAD, regional funding for special programs (national priorities) indicates by DAK, the ef ciency in managing capital expenditure, the area coverage of local government, and the regional characteristic difference proxied by the difference of regional establishment status (main region/the new autonomous area).
Implications
This research try to learn the process of regional capital expenditure management. The analysis result gives an overview of the process of regional capital expenditure allocation that consider regional productivity factor, the ef ciency of funding, territorial, and the status of a regional establishment. This research is expected to provide a reference for future research. This research can become learning material for local government in order to increase the bene t of capital expenditure.
Note
This research uses data from valid and relevant sources. Following is the metadata explanation for this research: 
